
A review of the literature and a survey ofMinnesota
hospital administrators' attitudes toward change

Suggested Organizational Changes
for the Hospital Industry

ROGER N. WHITING, BS, MHA

THE HEALTH CARE INDUSTRY, deeply cap-
able of affecting the social well-being of the
American public is being criticized about its
services. This criticism comes from divergent
groups and stems to be focused on the steady tise
in the cost of health care with no apparent cor-
responding increase in benefits. A recent publica-
tion suggests that the American health system is
not in the business for people's health; rather, it
is for the power and the profits that can be de-
rived (1). Consequently, it seems to consumers
that health care costs more while services and
benefits are fragmented and minimally available
to the average citizen.
When our economy was less affluent, for ex-

ample, during the Great Depression of the 1930s,
the public's priorities for health were not as high
as they are today. According to the Social
Sedurity Administration (2):
For the 40-year period 1929-1969 medical care ex-

penditures increased from 3.6 billion dollars to 63.8 bil-
lion dollars at an annual rate of 7.4 percent. In the latter
half of the 1960's, the rate of increase has been about 12
percent-almost two-thirds faster than the long-run rate.

Today, the general public's purse is much more
compartmentalized, reflecting our advancing tech-
nological and specializing society. The purchasable
alternatives are numerous. Where, for what, and
how much of available resources will be expended
for health care? One indicator of overuse of a
particular alternative of health care to the de-
emphasis of other alternatives has been the up-
ward rate of hospital use during the past 30 years.
The 1946 national program of financing hos-

pital building (Hill-Burton) began on a positive
note to upgrade hospital physical structures. This
and other financing mechanisms allowed an in-
crease in the number of U.S. hospitals, from 6,125
in 1946 to 7,144 in 1970, with a corresponding
increase in available beds (3). Because of the
increasing tendency of physicians to admit pa-
tients for diagnostic tests, a demand was heard
for more and more beds and increasingly more
expensive diagnostic machinery to be provided in
hospitals. Consequently, hospital administrators
charged with the responsibility of paying for these
items soon discovered that the only way to pay
for them was to have more paying patients within
the hospital. This trend in medical practice was,
and still is to a large extent, reinforced by refusal
of most health insurers to pay for other less ex-
pensive modes of predictive and outpatient serv-
ices. These examples are just a few of the many
reasons why health care costs are high and con-
tinue to accelerate upward.
The behavioral practices of physicians, patients,

and hosiitals, on the other hand, developed over
many years. To expect the health industry and its
users to change their behavior rapidly is perhaps
foolhardy. But if this is a description of a vicious
cycle increasingly escalating, then when, where,
and by whom can the cycle be interrupted?
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Hospitals have acquired a central role in the
health care delivery system through an evolution-
ary process. Since they command most of the
available health manpower, facilities, and other
health resources, hospitals must play a stronger
and more responsible leadership role in ameliorat-
ing the crisis situation of rising costs and inade-
quate services. In this pivotal role, the hospital
should be a source of leadership in the change
process of the health industry and consumer be-
havior. Innovative change is vitally indicated, and
this innovation requires stimulating leadership.

In 1964, Brown (4) suggested that hospitals
should be community leaders when he called them
"obligated enterprises"; hence, the hospital must
consider its position in the community as a
". . . very unusual sort of enterprise," which "pro-
foundly affects the public in unusual ways." More
recently, Dornblaser, in recommending a solution
to the health care dilemma, stressed this same
theme of the social responsibility of hospitals (5).
Such leadership therefore cannot be afraid to up-
set the practices of the past, nor can it be resistant
to experimentation.
The logical choice of many for the leadership

role is the chief executive officer of the hospital.
Thus, the question arises as to whether today's
administrator views himself as an agent for change
for the improvement, restructuring, and develop-
ment of the health care industry toward optimum
health benefits for everyone.

Suggested Hospital Industry Changes
In 1959, Brown (6) stirred the hospital indus-

try when he advocated the concept of public con-
trol of hospitals to eniable more effective cost
controls. He reasoned that the increasing operat-
ing costs and use of hospitals could be controlled
only by limiting prepayment rates. He continued
that voluntary, effective hospital planning would
help preserve the voluntary hospital system and
permit the public to retain its freedom of choice.
He viewed the threat of government interference
as repugnant to the voluntary way of life and to
our voluntary system of hospitals. The method of
public control acceptable to Brown was that of
hospital franchising by a State agency established
for that purpose. In his words:

If there is to be public regulation of the voluntary hos-
pital, State franchising offers the best means of accom-
plishing the end sought and does the least damage to the
values of the voluntary system.

Concerning the rights of individuals versus the
rights of society, society has complicated the issue
by assuming an aggtegate responsibility in certain
areas of public interest. In matters of health, it is
fundamentally the obligation of the community to
protect the health of its members (7). However,
responsibility for health has been largely a State
matter. The States have police power through
which they may protect the health of the com-
munity, as well as of the individual citizen.

Hospitals are under police power in many ways;
two good examples are in the articles of incorpora-
tion and the licensure laws of each State. Licen-
sure, however, does not imply new and different
organizational structures for the hospital or other
components of the health care industry, but it
does require compliance with certain minimal
standards.

Hospitals can be affected by governmental ac-
tions in many ways. The forms of governmental
control under which hospitals can come were
itemized by Harrison in 1961 (8). Although these
forms of control are diversified, to date they have
been changed only minimally. For example, area-
wide health planning agencies established under
Public Law 89-749 have been delegated review
and concur authority over building programs of
hospitals involving Federal funds, but formal dele-
gation of authority has not been standard in the
collective States.

Thus, the issue is simply a question of who will
control. It seems that the State has the power to
influence actions on the part of public interest if
it chooses to do so. Rogers (9), however, points
out that for delegation of control to be effective
to meet societal goals, three conditions must be
met:

* There must be a clear understanding as to precisely
what functions and responsibilities are being delegated
and by whom.
* When a function or responsibility is delegated, the
necessary authority must also be delegated.
* Broad policy-making and basic control must remain
centralized. Nevertheless certain aspects of control can
and should be decentralized.

Another view of controls, suggested by Ed-
wards, is that controls of today are due to the
difference in growth in formal and informal con-
trols (10). Whereas informal controls have been
the dominant feature concerning hospitals in the
past, Edwards states:
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. .. the recent rate of growth of formal controls and their
expansion into control of rates, services and financing by
indirect administrative decree has been of such magni-
tude as to challenge the feasibility of informal controls
remaining the predominant method.

Edwards contends that informal controls spe-
cifically applied to hospitals must be developed to
effect the reversal of the growth pattern of formal
controls, and that they must (a) actually control,
(b) be of sufficient force and direction to prevent
hospitals from adopting devious goals and to
emphasize services to society, (c) strive to inte-
grate hospitals' goals into society without excessive
effort to merely increase acceptance of the status
quo, (d) be sensitive to and in concert with formal
controls, (e) be positive and with statesmanship,
and (f) be established and endorsed by inde-
pendent, dedicated, and respected representatives
of the community (10).

After Brown (6) contended that voluntary
planning was failing, as evidenced by factors such
as high cost and increased hospital utilization, and
that hospitals should be franchised, McWilliams
(11) expanded on Brown's ideas by calling for
hospitals to be considered as public utilities.
Harrison (8), in her discussion of controls for
hospitals, does not consider this an appropriate
label to attach to hospitals, particularly for:

. . . non-profit, charitable organizations, but it is also
wholly incompatible with any proprietary hospital (or
any non-profit hospital) that does not undertake to serve
all members of the public on a non-discriminatory basis.

Harrison also finds that although there are
many similarities between the hospital industry
and profitmaking public utilities, this is not suffi-
cient cause to fully regulate hospitals and ". . . re-
sort to monopolistic grants of power" (8). Cur-
rent concepts of public interest preclude the notion
that some hospitals may discriminate, particularly
since the Darling decision of 1965 (7).

Mott (12) disagrees with Harrison on the ap-
plicability of public utility status to hospitals. In
Mott's opinion:

Public utility type regulation in the hospital industry
would take the same practical approach it appears to
have taken in the electrical power industry.
. . .With this type of approach it could take full ad-
vantage of voluntary hospital associations and planning
agencies, as well as controls within given institutions.
It would leave most decision making to the present sys-
tem, but would impose on the system an agency repre-
senting the public interest.

The concept of public utility status is an attempt

to systematize and introduce rationalization into
the health industry, particularly for hospitals, but
it does not clarify what a public utility is and
what its characteristics might be. This point has
raised many questions as to the applicability of a
hospital possibly being identified as a public utility.
When an industry or a business enterprise is cate-
gorized as a public utility, its major characteristics
are (a) some form of service franchise as granted
by a governmental agency and (b) it must serve
all customers without discrimination and at rea-
sonable rates (13).

Another descriptive phrase used interchange-
ably with that of franchise is "certificate of public
convenience and necessity" (12). This means
that rather than licensing a hospital after it is
built, the State authority is now expanded to issue
a certificate of need before it is built (14). Proof
must therefore be rendered that a hospital is con-
clusively needed.
New York passed its version pf franchising in

1964 (15), and since then there has been an issue
of who should render the verdict of necessity and
where the franchising authority should be located.
The New York model suggests that the power be
retained in the central State government, while
each areawide health planning agency reviews
and comments on each proposal for a new hospital
or extensive remodeling of older hospitals.

Kralewski (16) views the franchising authority
as being best located in the State licensing author-
ity and exercised through the areawide health
planning agencies. Johnson (17) agrees with this,
and he views franchising as vital to the prevention
of a national system. The alternatives of control
and implementation are numerous, but Johnson
cites only two: (a) a State commission linked to
(b) areawide health planning agencies. McNerney
(18) supported the franchising of hospitals in
1970 when he suggested that in the absence of a
competitive market a simulated one must be cre-
ated to control health care costs.

In opposition to the viewpoint that areawide
planning agencies should have formal authority
to franchise hospitals, Curran (19) asks "How
can we legally expect them as non-elected bodies
to perform public acts without being publicly
accountable?" Many such sentiments opposing
formal controls have been expressed in emotion-
laden questions appearing in the literature. For
exanmple, in 1965 a series of three articles ap-
peared in Medical Economics. The three authors

October 1973, Vol. 88, No. 8 745



of these articles questioned (a) whether areawide
hospital controls would kill off a particular hos-
pital (20), (b) how areawide hospital controls
would take hold (21), and (c) how areawide
hospital controls would affect the physician (22).
At the 1970 Conference on Health Care Costs

sponsored by the Minnesota State Planning
Agency's Comprehensive Health Planning Pro-
gram (23), the participants concluded that some
form of regulatory mechanism to insure implemen-
tation of planning and recommendation is a neces-
sity and that areawide agencies should:

. . . consider some form of "territorial franchise,"
whereby responsibility for health care in a given ,:rea can
be established with specified groups and through which
they can be held accountable. Broader territorial respon-
sibility for certain specialized services might be estab-
lished on a regional basis.

Other studies have revealed two sides to the
issue of whether or not areawide health planning
agencies should indeed have formalized power to
enforce plans that they might develop. Hufstedler
(24) found in his study of Alabama hospital ad-
ministrators that voluntary planning efforts are
more strongly supported than community plan-
ning efforts that are enforced by government
policy.

Fournier (25), in comparing attitudes of plan-
ning directors of areawide planning agencies with
those of hospital administrators, found that 50
percent of the hospital administrators did not wish
to give the areawide health planning agency power
to enforce its decisions concerning health care
planning, whereas only 19 percent of the planning
directors expressed the belief that they should
not have this power.

In another study, Wren and associates (26)
sent a questionnaire to 275 hospital administrators
in HEW Region IV of the Southeastern United
States to elicit their opinions about comprehensive
health planning. They discovered that 76 percent
of the hospital administrators considered regional
health planning either necessary or absolutely
necessary. However, when asked the question,
"Ideally speaking, what kind of leadership would
you prefer in the field of comprehensive health
planning in your State?" 53 percent stated that
nongovernmental leadership should be the domi-
nant method. Also, 94 percent of the respondents
favored strong involvement of hospital admin-
istrators in comprehensive health planning.

Another suggested mechanism for implementa-

tion of cost reduction through better management
is the "regional health authority." Springall and
Durbin (27) visualize the regional health author-
ity as an organization that:
. . .should create administrative mechanisms necessary
to maximize efforts in coordination and cooperation. The
authority should be designed to combine the prerogative
of government with creativity and flexibility of private
enterprise.

Wheeler, on the other hand, views the regional
health authority as a strong possibility for ap-
proaching rural health problems (28). A similar
alternative in answer to the many questions of
how best to deliver and finance health services has
been presented by the Ameriplan of the American
Hospital Association (29). The Ameriplan calls
for a health care corporation having control over
the resources necessary to provide comprehensive
health care to a defined population. This approach
is familiar to many people.
The Federal Government has developed the

health maintenance organization strategy as a way
to better-organized health care institutions and
providers that will supply economical health care
services to the communities (30). This particular
strategy not only suggests stronger organizational
ties between facilities and physicians, but also
stresses disease prevention and health maintenance.

Essentially, these control-related proposals are
asking for a management mechanism by which
an array of resources can be arranged so as to
provide the best health care possible, as econom-
ically as possible, for a particular community. The
facts today seem to indicate that the traditional
organizational structures and controls of hospitals
are not meeting contemporary community health
needs. Change is needed and will come-the speed
at which it will occur and the direction it will
take depend on the many variables in the health
care system. Among these variables will certainly
be the amount of resistance to change offered by
the administration of the numerous hospitals in
the United States.

Survey of Minnesota Administrators
In 1971, there were 191 licensed hospitals in

Minnesota, exclusive of Federal ownership. These
hospitals represent all patterns of ownership or
control, or both, except profitmaking hospitals,
which are not currently in operation in the State.
They also include several long-term hospitals
owned by the State which primarily provide
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psychiatric services. For the purpose of this paper,
control refers to the nature of the organization
operating the controlling element.
As a part of a larger study, a questionnaire

containing seven items was mailed to the chief
executive officers of the 191 Minnesota hospitals.
In the process of gathering information, it became
apparent in reviewing hospital ownership or hos-
pital controls that several Minnesota hospitals are
linked together and have the same administrative
chief executive officer. Since the study was estab-
lished to ascertain certain attitudes of the chief
executive officer, he or she was defined as "that
person who is appointed to the position of chief
executive officer either by the respective hospital's
governing board or by a higher administrative
level." Where two or more hospitals were linked
under a common ownership or an umbrella cor-
poration, the chief executive officer of the um-
brella corporation was considered the chief execu-
tive officer for all member hospitals of that cor-
poration. Under this definition, the original 191
hospitals are under the administrative control of
187 chief executive officers.

Responses to Questionnaire
The number of returned self-administered ques-

tionnaires that were usable, as shown in the fol-
lowing table, indicated an extremely high interest
of the chief executive officers in participating in
the study. Statistical tests showed that those who
returned the questionnaire were representative of
Minnesota hospitals in terms of size of hospital
and ownership.
Questionnaires Number Percent
Mailed ........................ 187 100.0
Returned ...................... 135 72.1
Unusable ............... ....... 3 1.6
Used .......................... 132 70.5

The respondents were asked to check one of
five choices following each of the seven state-
ments: strongly agree, agree, indifferent, disagree,
or strongly disagree. The statements and the re-
sponses to them follow.
1. The chief executive officer of a hospital has the re-
sponsibility of providing leadership to his community in
matters of planning for its health and health care.

Response Number Percent
Strongly agree ..... .... 67 50.8
Agree ......... 61 46.2
Indifferent ... ...... 3 2.3
Disagree .......................
Strongly disagree ...............

Total ..................... 13

1 0.7
0 .0

§2 100.0

2. Hospitals should be considered as a public utility.

Response Number
Strongly agree ......... ......... 6
Agree ......................... 37
Indifferent ............ ......... 18
Disagree ....................... 58
Strongly disagree ....... ......... 13

Total ............ ......... 132

Percent
4.6

28.0
13.7
43.9
9.8

100.0

The preceeding data reveal that 53.7 percent of
the respondents rejected the concept of the hos-
pital as a public utility and only 32.6 percent
endorsed it.

3. As public utilities, hospitals should be so regulated.

Response Number Percent
Strongly agree ........ ......... 1 0.8
Agree ......................... 21 15.9
Indifferent ........... .......... 21 15.9
Disagree ............. ......... 69 52.3
Strongly disagree ...... ......... 20 15.1

Total ..................... 132 100.0

The number of respondents who disagreed with
statement 3 was larger than the number who dis-
agreed with statement 2, as indicated by an in-
crease from 53.7 percent to 67.4 percent. This
increase is probably related to the fear of intro-
duction of severe regulations or external controls
applied to hospitals. Apparently it is easier to
accept hospitals as public utilities in name only.
When it comes to control and regulatory mech-
anisms which might interfere with the prerogatives
of the individual chief executive officer, he decides
that external controls should not apply to hospitals.

4. Franchising of hospitals is essential to maintain order
in the hospital industry.

Response Number
Strongly agree ......... ......... 9
Agree ......................... 34
Indifferent ............ ......... 24
Disagree .............. ......... 52
Strongly disagree ....... ........ 13

Total ............ ......... 132

Percent
6.8

25.8
18.2
39.4
9.8

100.0

Obviously, the respondents were rather ambivalent
to statement 4, and it is difficult to draw any in-
ferences except in relationship to statement 3. As
I indicated earlier, franchising is one form of
control of public utilities, but it has also become
more popular among private enterprises. Thus,
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although contradictory, the data might be con-
sidered consistent with today's business attitudes.
On the other hand, it seems that the responses
are far more compatible with those given to state-
ment 2 than to statement 3.

5. Hospitals should be required to possess a "certificate
of need" prior to the expansion of any service or facility.
Response Number Percent
Strongly agree ........... ....... 31 23.4
Agree ......................... 73 55.3
Indifferent ..................... 6 4.6
Disagree ....................... 16 12.1
Strongly disagree ........ ....... 6 4.6

Total ..................... 132 100.0

The responses to statement 5 revealed that 78.7
percent of the administrators favored the certifi-
cate of need. This percentage is in contrast to
the responses to statement 4 that indicated ambiva-
lence to franchising, but it is a much larger figure
than the percentage of administrators who dis-
favored regulation of hospitals as a public utility.
To the majority of the respondents, public utility
seems to mean the meeting of certain minimal
requirements, as well as developing programs if
so required by the public. The certificate of need
requirement, however, does not possess this type
of regulatory mechanism within its framework. It
does nothing more than require that the certificate
be issued or that public need be demonstrated be-
fore new facilities are built or programs are
implemented.

6. An areawide comprehensive health planning agency
should possess formal authority to enforce those plans
which it develops.
Response Number Percent
Strongly agree ......... ........ 15 11.4
Agree ......................... 74 56.1
Indifferent ..................... 15 11.4
Disagree ....................... 25 18.9
Strongly disagree ........ ....... 3 2.2

Total ..................... 132 100.0
Areawide health planning agencies must have
formal control mechanisms at their disposal to
make planning work within whatever framework
they are using. The responses to statement 6 com-
pare favorably with those to statement 5. Gen-
erally, the chief executives were more in agree-
ment with this concept than not; this may be true
because of the increased publicity of areawide
health planning or, more simply, an awareness of
the planning agencies' lack of formal controls.

7. All health care services and facilities should come

under the umbrella of some larger organization, as for
example, an area health care corporation.
Response Number Percent
Strongly agree .......... ........ 2 1.5
Agree ......................... 43 32.6
Indifferent ..................... 18 13.6
Disagree ........................ 57 43.2
Strongly disagree ......... ....... 12 9.1

Total ..................... 132 100.0
Although the concept of a health care corporation
for a particular area or population is not new, it
is now receiving more attention. Many of the
administrators did not favor such a corporation;
their responses were similar to those for the public
utility concept. This response may simply mean
that the respondents see an umbrella corporation
as depriving them of the prerogatives of inde-
pendent management of a single unit within the
loosely knit health care system of today.

Conclusion
The chief executive officers of the Minnesota

hospitals generally have agreed that they should
be involved in community health planning and
also that a hospital should not be considered as
a public utility nor regulated as one. They also
agreed that franchising is not necessary to main-
tain order in the hospital industry, and that all
health care services and facilities should not come
under some larger organization, for example, a
health care corporation. On the other hand, they
generally agreed that hospitals should be required
to possess a "certificate of need" before the ex-
pansion of any service or facility, and that area-
wide comprehensive health planning agencies
should have formal authority to enforce the plans
that they develop. Interestingly, the 1971 Minne-
sota Legislature passed, and the Governor sub-
sequently signed, a certificate of need law author-
izing the areawide planning agencies to have
formal review and concur authority and to ap-
prove the issuance or nonissuance of certificates
of need to hospitals and health-related institu-
tions.
The concept of planned developmental change

within the health care industry, particularly when
applied to hospitals, suggests that some solution
for introducing control into the health care indus-
try might be considered threatening to the role of
the hospital chief executive officer, particularly in
Minnesota. The underlying theme of all the sug-
gestions for further systemization and reorganiza-
tion of the hospital industry stresses that external
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controls are forthcoming; most of these sugges-
tions were rejected by the Minnesota chief execu-
tive officers.

The study respondents, however, did not reject
the concept of areawide comprehensive health
planning agencies having further controls to im-
plement and develop plans. Apparently such
agencies do not constitute as large a threat as
the other suggested plan changes illustrated in the
other statements. Possibly, too, the chief executive
officers of the Minnesota hospitals were reflecting
on the situation at the time when comprehensive
health planning agencies do exist but do not have
extensive formal power. It might also be true that
the Minnesota hospital chief executive officers
believe they can control the dictates of the com-
prehensive health planning agencies, whereas
they could not control organizations at other gov-
ernmental levels.

The concept of certificate of need is apparently
less threatening as a control measure because it
implies an informal form of control by the hospital
rather than an external force. Finally, the re-
sponses to the questionnaire clearly indicate that
Minnesota hospital chief executive officers can
accept involvement in a planning society, but are
most resistant to an externally planned society.
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